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THE ECONOMY AT A GLANCE
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FINAL 3Q GDP READING: 33.4% GDP GROWTH DRIVERS (%)
The U.S. Department of Commerce announced that its 100
thlrd estimate of GDP growth in .3Q20 was 33.4%, a spike 80 | { 43019 w1020 52020 3G20 }
higher from the 31.4% plunge in 2Q20. The report also —
includes an inflation gauge, the PCE price index. This in- 60 [
dex, excluding food and energy, rose at a 3.4% pace, well 40 —
ahead of the Fed’s inflation target of 2.0%. Going forward, 20
we expect GDP growth to settle in the low to mid-single o ,_‘ﬂ
digits. But there is still work to be done. At $21.2 trillion, 01 L | '—I o ==
the U.S. economy at the end of 3Q was almost 3% below -20 +— %\ I_
prepandemic highs, though some segments are back to or -40
above prepandemic levels. These include consumer spend- -60 U
ing on durable and nondurable goods, and investment in N
residential and intellectual property products. -80 GDP PCE Equip IP Housing Ex im  Govi- Gou-
CHINA LAGS ON GDP/CAPITA GDP/CAPITA ($U.S., 000)
China has the second-largest economy in the world in terms Singapore
of total GDP. But on a GDP per-capita basis, the mighty Norway
nation remains a fraction of the size of the U.S. Going Gem:z
forward, we look for less investment by China in domestic France
infrastructure and an increased focus on raising the living UK
standards of'its 1.4 billion people. This will favor business Saudi ﬁ' abia
and consumer services, as well as financial services and R:::iz
healthcare. China is on track to overtake the U.S. in terms Mexico
of the overall size of its economy within the next decade. g:‘;’z‘:
It will take more than a generation, though, for China to South Africa
approach the U.S. in terms of GDP per capita. Meanwhile, India
we will be keeping a close eye on the emerging nations of N\',Zen:;: S"“’C‘a"”’e Economist
Nigeria and India for infrastructure-growth opportunities.
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ECONOMIC HIGHLIGHTS (coninue)

ONE COUNTRY GREW IN 2020

Economic trends in China bear watching, and not just because
it appears to be a guiding light for other countries trying to
emerge from the GDP-crushing grip of COVID-19. China is
a $14 trillion economy and represents about 16% of the $86
trillion global economy. Thus, China is a critical contributor
to overall global economic growth, even if it grows “only”
5%-6% annually. In fact, 6% growth in the Chinese econo-
my today adds more to global output than the 10% growth
achieved five years ago, when China was growing faster but
was smaller. Of course, 2020 was not a normal year. Even
so, while the global economy is expected to contract 3%
for the year when all data is tallied, China is still forecast to
eke out a 1% gain. Over the long run, China is an important
growth market, to which U.S. companies want access on fair
terms. We think it is important that the U.S. secure greater
protection for corporate intellectual property rights during
its ongoing trade discussions with China. The U.S. economy
is evolving, and its greatest contributions ahead are likely in
nonmanufacturing areas such as IT design, healthcare and
finance. These are the industries that U.S. politicians need
to protect for the long run.

PRODUCTIVITY PICKS UP

Productivity is an important driver of long-term economic
and income growth. The post-war decades of the 1950s and
1960s were good years for productivity growth. Productivity
decelerated during the 1970s, before picking up again as the
internet transformed the economy in the 1990s. Productivity
dropped after the Great Recession of 2007-2009, and many
economists expect a slow recovery on the other side of the
pandemic. But that does not have to be the case. Low rates
of interest and inflation during the previous decade imply
that governments have been unable to spur investment. But
governments around the world are now spending aggressively
to pull economies out of recession, and productivity has risen
7.5% on average in the past two quarters. Moreover, compli-
cated productivity initiatives like artificial intelligence take
time to be integrated into an economy. As the global economy
recovers, some things will change: more companies will
digitize operations, provide opportunities for remote work,
and accelerate automation. We expect these enhancements
to result in productivity gains.

CHINESE ECONOMIC TRENDS
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FINANCIAL MARKET HIGHLIGHTS

SEEKING HIGH YIELD

Growth stocks outperformed value, again, in 2020. But in an
environment of historically low interest rates, many investors
are still searching for high levels of income, which can often
be found in value stocks. Value investors trace their roots
to the famous “Security Analysis” textbook, written by Ben
Graham, an economics professor at Columbia University.
Warren Buffett was one of his students. So why the recent
deviation in performance? Several reasons, including changes
in the make-up of the economy, growth in intangible assets,
and the current low level of interest rates. But the tide may
be turning. Progress on COVID-19 vaccines has given a
lift to some of the cyclical companies (energy firms and re-
gional banks) that have lagged in recent quarters, and value
stocks have kept up with growth stocks in the past quarter.
Regardless, value is the place to achieve income. The current
yield on the iShares Russell 1000 Value Index ETF is 2.5%,
compared to the 1.0% current yield on the iShares Russell
1000 Growth Index ETF. This is important, as the current
yield on the 10-year Treasury bond is 0.95%.

GREEN IS GROWING

The energy mix for U.S. power production is turning in-
creasingly green, according to the U.S. Energy Information
Administration. In the mid-1990s, coal accounted for more
than 50% of domestic electricity generation. That fell to 45%
at the end of the last decade and to 23% in 2019. Meanwhile,
natural gas, benefiting from an increase in supply and thus
low prices, accounted for 38% of total production in 2019,
up from 15% in the mid-1990s. Nuclear generation account-
ed for 20% (stable for the past 20 years), and renewables
accounted for 18%, up from 15% in 2016 and less than 5%
some 20 years ago. Drilling down into renewables, wind was
the leading source, accounting for 7.1% of total electricity
generation, followed by hydropower (7.0%), solar (1.7%),
biomass (1.4%), and geothermal (0.4%). The Trump admin-
istration tried to engineer a coal comeback, with orders that
allowed the sale of coal from federal lands and lifted carbon
dioxide limits on power plants. Still, we look for continued
market-share growth for natural gas and renewables in the
years ahead.

GROWTH VS VALUE SINCE 2003

750 T
‘ eV ALUE -=—-=GROWTH ‘
650
550
450 J\v/(/
350 /
250 W MI\/JM/ VVMV]
N ////'*vs/’

150 .;;ém\ %v‘
50

03 05 '07 09 11 13 "5 17 "9

ENERGY MIX FOR U.S. POWER PRODUCTION

Renewables
18%

Nuclear
Generation
20%

Natural Gas
Source: U.S. Energy & 0,
Information Administration 39 /°




ECONOMIC CALENDAR

Previous Week's Releases

Previous Street
Date Release Report Estimate Estimate Actual
4-Jan Construction Spending November 1.3% 1.0% 1.0% NA
5-dan ISM Manufacturing December 57.5 57.0 56.5 NA
6-Jan Factory Orders November 1.0% 10.0% 0.9% NA
7-Jan Trade Balance November -63.1 Bin. -64.0 Bin. -64.1 Bin. NA
ISM Non-Manufacturing December 55.9 55.0 54.5 NA
8-Jan Non-farm Payrolls December 245 K 250 K 80 K NA
Manufacturing Payrolls December 27 K NA 18 K NA
Average Weekly Hours December 34.8 34.8 34.8 NA
Average Hourly Earnings December 0.3% 0.2% 0.2% NA
Unemployment Rate December 6.7% 6.8% 6.8% NA
Consumer Credit November 7.23 Bin. NA 9.00 BIn. NA

Next Week's Releases
Previous Argus Street
Date Release Month Report Estimate Estimate Actual

21-Jan Housing Starts December 1547 K NA NA NA
22-Jan Existing Home Sales December 6.69 Min. NA NA NA

This information is not meant as a guide to investing, or as a source of specific investment recommendations, and Montecito Bank & Trust make no implied
or express recommendations concerning the manner in which any client’s accounts should or would be handled, as appropriate investment decisions depend
upon the client’s investment objectives. The information is general in nature and is not intended to be, and should not be construed as, legal or tax advice.
In addition, the information is subject to change and, although based upon information that Montecito Bank & Trust consider reliable, is not guaranteed as
to accuracy or completeness. Montecito Bank & Trust make no warranties with regard to the information or results obtained by its use and disclaims any
liability arising out of your use of, or reliance on, the information. Argus Research Co. (ARC) is an independent investment research provider whose parent
company, Argus Investors’ Counsel, Inc. (AIC), is registered with the U.S. Securities and Exchange Commission. Argus Investors’ Counsel is a subsidiary
of The Argus Research Group, Inc. Neither The Argus Research Group nor any affiliate is a member of the FINRA or the SIPC. Argus Research is not a
registered broker dealer and does not have investment banking operations. The Argus trademark, service mark and logo are the intellectual property of The
Argus Research Group, Inc. The information contained in this research report is produced and copyrighted by Argus Research Co., and any unauthorized
use, duplication, redistribution or disclosure is prohibited by law and can result in prosecution. This report is not an offer to sell or a solicitation of an offer
to buy any security. Argus may issue or may have issued other reports that are inconsistent with or may reach different conclusions than those represented
in this report, and all opinions are reflective of judgments made on the original date of publication. Argus shall accept no liability for any loss arising from
the use of this report, nor shall Argus treat all recipients of this report as customers simply by virtue of their receipt of this material. Investments involve
risk and an investor may incur either profits or losses. Past performance should not be taken as an indication or guarantee of future performance. Argus
Investors’ Counsel (AIC), a portfolio management business based in Stamford, Connecticut, is a customer of Argus Research Co. (ARC), based in New
York. Argus Investors’ Counsel pays Argus Research Co. for research used in the management of the AIC core equity strategy and model portfolio and
UIT products, and has the same access to Argus Research Co. reports as other customers. However, clients and prospective clients should note that Argus
Investors’ Counsel and Argus Research Co., as units of The Argus Research Group, have certain employees in common, including those with both research
and portfolio management responsibilities, and that Argus Research Co. employees participate in the management and marketing of the AIC core equity
strategy and UIT and model portfolio products.




